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KEY ECONOMIC INDICATORS: AFGHANISTAN 
1973 


Note: Afghan statistics are very unreliable. For example, population estimates 
range between 9-17 million (official 1971 figure: 17.48 million) while trade 
figures may be 20-40% off due to smuggling, poor enumeration and collection errors. 


All values in million US4 1973 Free Exchange Rate was very erratic, resting 
unless otherwise stated, at Afs. 58 = US$ at year end. 1350 average exchange 
rate Afs, 84,25 = US $1. Official Rate of Afs. 45.30 
= US $1 used for external debt installments, other 
. official settlements. a 
Afghan (Islamic) calendar year begins March 21. Used except where Western calendar 
year indicated, 


A, B. Cc. 
ITEM 1348 1349 1350 
1969/70 1970/71 1971/72 % Change 

INCOME, PRODUCTION, EMPLOYMENT 
GDP at Constant (1956/66) Market Prices 1969 1970 
fAfs Bn) 1/ 58.3 60,77 61.90 1.9% 
GNP at Constant Prices N/A N/A N/A 
Per Capita GD2 at Constant Prices 
1965/66 Market Prices (Afs) 3500 3500 3541 1.2 
Plant & Equipment 2/ N/A N/A N/A 
Indices: (Base Year) = 100 

Agricultural Production: 1963=100 116(1969) 112(1970) 106 -5.4 

Industrial Production Mfg. 3 

(1966/67 = 100 92.0 111.0 113.9 7/ 2.6 

Avg. Labor Productivity N/A N/A N/A 

Avg. Industrial Wage 4. N/A N/A N/A 


Personal Income N/A N/A N/A 
Employment/Avg. Unemployment Rate >/ N/A N/A N/A 


MONEY AND PRICES 
Money Supply/Afs. Million 7,061(1969) 7,529(1970) 7,840 
Public Debt Bank Credit to Public 

Sector/Afs. Million 6,008 6,590 N/A 
External Public Debt Outstanding 

Dollars/Millions 6/ 
Interest Rates N/A N/A 
National Price Index All Items 200 259 


BALANCE OF PAYMENTS AND TRADE 
Gold & Foreign "xchange Reserves 
(Includes SDR/IMF Reserve Position) 
(US$ Millions) 41.7(1969) 45,51(1970) 51.6 
Balance of Payments (Deficit = -) ~-0.2 Balanced 1504 
Balance of Trade (commercial only) +94 +10 
Exports FOB 81.9 85.7 
U.S. Share (commercial only) 3% 3% 
Imports, CIF 1252 79.4 
U.8. Share (commercial only) 6% 5% 


Main Exports and Imports (Afghanistan and U.S.): See Annex A 





Sources: 


Afghan Government publication 

Asian Development Bank (ADB)/Key Indicators July 1972 
IBRD Publications, February 1972 

IMF Statistics 


l/ 


’ 
ADB "Key Indicators" figures. Since Afghanistan has no consoli- 
dated national accounts, accurate GNP is unavailable, 


Investment to date under the 1967 Private Investment Law is 
estimated at from $10 to $16 million, 


Afghan Government figures. According to IBRD figures, from 1347 
to 1348 Production in 15 out of 22 industrial categories increased, 
7 declined; from 1348 to 1350, 16 increased, 6 declined, 


No accurate figures. Wages are very low but increasing, Estimated 
representative monthly wages: Good Mechanic, Afs. 6,000 ($72.00); 
Clerk/Weaver, Afs. 2,500 ($30,00); Seasonal Unskilled Laborer, 

Afs, 1,200 ($14.50). 


Estimated labor force: 5 million, 70/80% agricultural; 15-20% 
industry/commerce, One study estimates about 30,000 employed 

in enterprises with 50 employees or more, There is heavy 
unemployment/underemployment and a serious skilled worker short- 
age. 


For debt discussion and figures, see paces 8, 


Sources Survey of Progress 13506 





SUMMARY 


The Afghan economy has suffered many shocks in the past year. A new 
republican regime seized power in July of 1973, and has yet to establish 
its economic and commercial policies. Arrests and disruptions during 
and after the coup disturbed the Afghan business community. Dislocations 
in the money market and in import-export trade due to actions of the new 
regime caused a serious decline in the volume of trade for a time. Floods 
in Pakistan during the season for shipping fruit to India, and a report 
of Asian “oof and Mouth Disease just before the major Karakul auction in 
London caused receipts from these two major exports to be lower than 
anticipated. Agriculture, however, had an excellent year. While it is 
doubtful that the same production will be achieved this year, Afghanistan 
has demonstrated a potential for becoming a net food-exporting country; 
the long term agricultural outlook, given positive government policies, 
is good. The new government's temporary measures which caused commercial 
dislocations have now been withdrawn. Imports and exports are rising, 
and higher world prices for Afghanistan's exports make their prospects 
bright. Increased export earnings should at least partially offset 

the price rises in fertilizer and petroleum products. The government 

is reportedly on the verge of issuing basic economic policy statements, 
and has prepared an amended Foreign and Domestic Private Investment Law 
wnich, when implemented, should remove most of the current investor 
uncertainty. While Afghanistan remains a limited market, there is 
potential for U.S. manufacturers and investors who are willing to give 
the market their personal attention. 





CURRENT ECONOMIC SITUATION AND TRENDS 
The Coup Causes Disruption 


On July 17, 1973, the monarchy was overthrown and replaced by a 
Republic headed by Mohammad Daoud, former Prime Minister (1953-1963) 
and cousin of the King. President Daoud was supported in the coup 

by a group of mostly young, mostly Russian-trained military officers, 
who, with President Daoud, formed a Central Committee which was to 
have supreme authority in the new regime. The trigger cause of the 
coup, according to the new Government, was the massive corruption, 
venality, and incompetence of the previous governments under the 

King, and since the coup, there have been many arrests, dismissals, 
and personnel shifts at all levels of government. This in itself 
caused government activity to slow almost to a standstill, as new 
officials tried to learn their jobs, and caused a break in continuity 
of many projects, including foreign aid and private enterprise projects, 
In addition, the new government, concerned with securing its political 
base and defining roles and areas of influence for its members, has 
been slow in enunciating policies in a number of spheres, including 
the economic/commercial sphere. The President of the Republic 

made one speech in which he broadly defined an economic philosophy 
which favors a centralized, controlled economy, featuring a mix of 
public enterprise and private enterprise "guided and controlled" 

by the government. Many ad hoc decisions and activities of the 

new government tended to support this philosophy. At the same time, 
however, some officials of the GOA have been actively encouraging 
private industrial development and foreign investment, predicting 

an excellent future climate for private sector economic growth. 

So far, no basic laws defining economic policy have been passed. 

The Cabinet is reported considering several amendments to the 1967 
Foreign and Domestic Private Investment Law which will require a 
mafority (51%) Afghan interest in any new projects, but until it 

is approved, its extent and any provisions for exceptions cannot be 
known. In a number of areas, the new government has shown itself 

to be pragmatic, flexible, and unbound by ideology. It has reversed 
itself on various decisions when events have shown that the decisions 
were wrong. Its tendency, however, is for state control, when feasible, 
practical, and economical, Beyond that, it remains an unknown quantity. 





One example of this uncertainty is the fate of the Kabul Rotary 
Club. Rotary functioned as a primary contact point for foreign 
investors and businessmen wishing to meet the Afghan business 
community. Its membership was mixed Afghan and foreign, and it 
gathered in one place much of the entrepeneurial class of 
Afghanistan. At the same time that the GOA was making official 
statements of its wish to encourage continued local and foreign 
private investment, the Rotary was ordered disbanded in late 
November because of a technicality which may or may not have had 
any connection with the GOA's attitude toward private enterprise. 


As the new government becomes more comfortable in its position, and 
its leaders become more familiar with their responsibilities, mote 
basic policy decisions will undoubtedly be announced. A High 
Economic Council, made up of the President and major figures concerned 
with the economy, has just been formed, and may produce the impetus 
for economic policy decisions. As the policy becomes known, the 
uncertainty which has inhibited activity of both government and the 
business community should fade. Certainly economic conditions will 
improve, in that trade and commerce will be carried out at a higher 
level, but it is too early to say how it will be managed. The mix 
of public and private enterprise, the degree and complexity of 
government control, and the inducements allowed entrepreneurs and 
foreign investors are yet to be determined. It is already clear 
that a totally controlled economy is not envisaged, as it is 
infeasible, but neither is a totally free-market economy planned. 


The Money Market is Disturbed 


Afghanistan has traditionally had an open, free money market, dealing 
in U.S. Dollars, Pakistani and Indian Rupees, Deutschmarks, Sterling, 
Iranian Rials, and minor Asian currencies. (There is also a sizeable 
business in the clearing of currencies of some of the countries with 
which Afghanistan has barter trade arrangements.) The Afghan currency, 
the Afghani, has been freely convertible and floating, while the 
government maintained the "official" rate of Afs. 45 = $1 for official 
transfers, plus a few special surrender rates on export proceeds from 
certain commodities, which rates functioned either as an official 
subsidy or an indirect tax. The inadequate banking system of Afghanistan 
was used by a few major companies and by the government trading 
companies, but the majority of day-to-day trade was financed in and 
through this money market. No exact figures for the size of the market 
exist, but it is estimated that it handles more than 60% of the 

foreign trade, with a turnover of about $150 million annually. This 
market, essential to the functioning of Afghanistan's fragile monetized 





economy, has been hard hit by the coup. Immediately following the 
coup, amid rumors that extremists on the Central Committee were 
trying to force a closing of the market and fix the Afghani at the 
official exchange rate, the market managers began to restrict their 
business, reserving positions largely in Afghanis. This caution, 
coupled with a general business stagnation, a sharp drop in imports, 
and a critical shortage in local currency, as well as numerous 
indirect government efforts to keep the exchange rate low, led to 

a sharp upward valuation of the Afghani, with the dollar exchange 
rate falling from the high 60s down to Afs. 50 = $1. Some money 
dealers reported doing business only at about 10% of normal, even 

at these advantageous rates. The unavailability of foreign exchange 
through the market, plus a general paralysis in the banks, further 
reduced imports with each contraction of the market, and caused a 
downward spiral of the exchange rate, imports, business activity; and 
the general economy, The Afghani was no longer traded in markets 

in Beirut and Tehran, and the unreasonably high external value of 
the Afghani began to reduce export earnings because of the associated 
price increases. After four months, when the government had failed 
to take the rumored drastic economic actions, the market began to 
recover its confidence, and more money entered for exchange. The 


dollar rate stuttered up to Afs. 58 = $1, and was expected to go at 
least into the high 60s. In December, however, the GOA banned the 
mailing of money instruments shutting off the basis on which the 
market legally operated. The ban--which appears to have been a 
consequence of initiative taken by a particular Ministry without 
sanction from the center--was soon unofficially rescinded (no longer 
enforced), but still remains as a threat. 


Commercial Activity Slows Down 


A number of wealthy businessmen and traders have been arrested, fined, 
put out of business, or restricted by the new regime, on charges of 
corruption, improper connections with the previous government, or 
suspicion of plotting a counter-coup. The rest of the business 
community has been extremely cautious in undertaking any new projects 
or extending their financial vulnerability. The new government, 

either through ignorance of new employees, fear of making mistakes, 
ideological suspicion of merchants and capitalists, or simply inertia, 
was very slow and obstructionist about issuing import or export 
licenses, permits, and clearances. The banks seemed incapable of 
issuing letters of credit and the money market was severely restricted, 
The over-valued Afghani priced many Afghan exports out of their markets, 





while merchants were unable to get foreign exchange to clear 
imports. The hard-goods stores, featuring mostly imports, sold 
off their stocks until a large number of the smaller ones folded. 
The profitable re-export (semi-smuggling) of luxuries and appliances 
into Pakistan came to a halt. Many light manufacturers, dependent 
on imported materials, cut back production, but some, helped by 

the reduced competition from smuggled goods, increased production, 
In summary, the commercial economy was in a state of stagnation 
and decline. News of the coup almost eliminated tourism, hurting 
the national airline (49% PanAm-owned) and the Intercontinental 
Hotel, as well as the numerous smaller hotels and the tourist- 
oriented handicrafts industry. 


The country's two major export products, fresh fruits to India and 
karakul to the London auction, also suffered shocks this year. 

Floods in Pakistan cut the roads from Afghanistan to India just at 
the time that shipments were to start. Uncertainties and delays 
prevented any diversion of the fruits, so there was a significant 
loss from spoilage. When the roads finally cleared, a good shipment 
was made, but spoilage losses prevented this from being an exceptional 
year. Similarly, a U.N. report of Hoof and Mouth Disease in 

West Asia caused a ban on importation of karakul skins into Germany, 
where most of Afghanistan's karakul is tanned and finished, Although 
this ban was finally lifted, the actual sales on the London auction 
were low, and special handling demanded by Germany increased the 
costs to the sellers. Thus, foreign exchange remittances from 
karakul are expected to be lower than previously anticipated. In 
addition, the GOA now plans to convert karakul remittances at the 
going (controlled) market rate, further reducing the yield to 

karakul exporters. This may pressage a reduction in the number of 
people in the business, a further reduction in the number of skins 
offered, and a longer term reduction in Afghanistan's earnings 

from karakul. 


If, as is predicted, the government allows the exchange rate to rise 
to a more realistic level, business conditions should pick up with 
the rate. The ability of the money market, or a substitute, to 
handle commercial transactions may decide thelevel of activity. 
Presently, imports are increasing and exports should return to previous 
levels or exceed them, assuming a good agricultural season. As 
confidence in the stability of the new regime increases, and as the 
government's policies become known, businessmen should be once fore 
in a position to try new ventures. The coup has, however, cost 
Afphanistan, materially and psychologically, and it will probably 
be @ome years before the economy has completely adjusted to a new 
set of policies. 





TABLZ I 


Key Figures Concerning Afghanistan's External 
Debt and Balance of Payments - Mid 1972 


Total Outstanding Disbursed Loans $ 608 million 


Service Pa rounded 


1971-72 $28 million 
1972-73 36 million 
1973-74 40 million 
1974-75 41 million 
1975-76 44 million 


Value of Exports: 1971-72 $ 97.2 million 
(Projected to exceed $115.0 million by 1976-77) 


Value of Commercial Imports 
1971-72 $ 77.0 million (approx. ) 
(Projected to exceed $ 87.0 million by 1976-77) 


Ratio of debt service to foreign exchange receipts (debt service 
ratio): 
By 1975-76 35% to 45% depending on debt relief/rescheduling 
agreements with creditors and export 
earnings. 


Major Creditors: Outstanding disbursed loans including Afghan 
Government Guaranteed, as of March 1972: 


USSR $452 million 
U.S. 68 million 
F.R.G. 54 million 
U.K. 5 million 
France 3 million 





Agriculture: Problems of Success 


Two years after the drought, Afghanistan in CY 1973 had a highly 
successful agricultural yield, Widespread use of new seeds and 
fertilizer produced a wheat crop which some estimates place at 

a surplus of 200,000 metric tons over needs, and all estimates 
credit as being sufficient. Unfortunately, provisions had not 

been made to manage a surplus to meet current domestic needs, 

and farmers found prices falling in all markets, only slightly 
affected by on-again, off-again GOA purchase programs to support 
the wheat price. Moreover, the fertilizer credit and distribution 
program was delayed in starting because of the coup, so lower 

farm revenues and lack of fertilizer may prevent a repeat performance 
this year. The cotton and fruit crops were excellent, however, and 
farmers obtained good revenues from these crops. (This may cause 

a shift from wheat, further reducing this year's wheat production. ) 
CY 1973 demonstrated, at least, that Afghanistan has the potential 
for being a food/grainsexporting country. A whole new set of 
government programs, including a wheat price stabilization program 
and grain storage facilities, will be necessary for the country to 


take full advantage of this new situation. Studies are now being 
carried out in these areas, 


In the short run, Afghanistan may again require foodgrain imports, 

but revenues from cash crops should offset this. Rising world 

fertilizer prices pose a particular problem for Afghanistan, as its 
successes have been closely tied to new processes which require 
fertilizer. In the long run, with appropriate agricultural policies, the 
country appears to be in good shape agriculturally, and could becone 

a significant food exporter to West and South Asia, 


IMPLICATIONS FOR THE UNITED STATES 


Economic Signals From the New Government Remain Mixed and Unclear 


Six months after the July coup d'etat and the establishment of a 
Republican regime in Afghanistan, the new government's economic 
policy still has not been enunciated, President Daoud, in the only 
public statement of his regime's policies on August 23, 1973, called 
for major reforms in the key policy areas of agriculture, foreign 
trade, money and banking, government revenue collection, transportation, 
education, labor and health care. However, to date, no specific 
programs for accomplishing these reforms have been announced. More 
importantly, no overall economic philosophy has been enunciated 
indicating what specific role will be played by foreign investment 
and trade, private or official. 





On the positive side, the new government has approved the fledgling 
Industrial Development Bank of Afghanistan, a project which was 
launched shortly before the change in regimes. Also, the Agricultural 
Development Bank, after an initially slow start, seems well-launched 
as a source of credit for the agricultural sector of the economy. 
Both of these institutions undoubtedly will play key roles in the 
future economic development of the country regardless of what 
economic philosophy finally prevails. There are also firm indications 
that the new government will seek a greater share of its foreign 
assistance through the United Nations and its related agencies, such 
as the International Bank for Reconstruction and Development (IBRD). 
Thus, increasing amounts of financial and technical assistance may 
be channeled through these international agencies rather than via 
bilateral channels as has been the case in the past. This shift to 
multilateral channels, coupled with a change in the development 
philosophy of the U.S, Agency for International Development, as 
reflected in the recently-approved AID budget for Fiscal Year 1974, 
could mean that potential American investors should begin to look 
more to the United Nations agencies for development contracts, 
construction projects and technical assistance schemes being 

planned for Afghanistan. 


Private joint ventures between American and Afghan companies must 
perforce await the publication of the new government's amended 

Foreign Investment Law which is expected imminently. After publication 
of the amended Law and sufficient time to observe how it is to be 
implemented, much of the present uncertainty concerning the new 
government's attitude toward private foreign investment should be 
eliminated. If the new Law is reasonably forthcoming toward private 
joint ventures, there are good possibilities in the fields of light 
manufacturing, food and animal products processing, consumer 

services and tourism, All such ventures will require personal attention 
and visits from American investors. Personal contacts remain the 

sine qua non for doing business in Afghanistan. 





TABLE I 


IMPORTS (COMMERCIAL )* 
In U.S. $ Million) 


1349 1350 
March 1970-March 1971 March 1971-March 1972 


Total 75.4 81.4 
From U.S. 4.0 

From Japan (lst) 

From USSR (2nd) 

From India (3rd) 

From U.K. (4th) 


* Foreign assistance financed imports not included 


TABLE If 


PRINCIPAL IMPORTS (COMMERCIAL) 
(In U.S, $ Million) 


Item Wor ldwide-1350 From_U.S.-1350 
Tea 9.85 

"aaa & 9.19 029 
Fabrics 8.74 
Petrol Products 8.31 
Pharmaceuticals hehb 
Used Clothing 


Tobacco Products 





TABLE III 


EXPORTS 
(In U.S. $ Million) 


1349 1350 
March 1970-March 1971 March 1971-March 1972 


1/ 


85.7 99.7 


2.3 2.2 


To 
To U.K. 


To Pakistan 6.1 


1/ Of which 14,5 Natural Gas to USSR 


TABLE IV 


PRINCIPAL EXPOR COMMERCIAL 
n a o on 


Item Worldwide-1350 To U.S. = 1350 
Fresh Fruits (lst) 17.98 (2nd) 0039 


Fur Skins (2nd) 17.63 (3rd) 0.32 


Natural Gas (3rd) 
Wool 


Carpets (4th) 





How to make it big 
in exporting without 
an export department 


Export Management Companies 
can do your exporting for you. 

And anew U.S. Commerce 
Department booklet can tell you all 
about them. About how they 
operate as a company’s entire 
export department. About how 
they take the goods from your 
plant, deliver them overseas— & 
and in the process, handle every 
single detail. About how they 
make exporting as easy as selling § 
next door by evaluating overseas 
markets, developing sales, arrang- 
ing financing and insurance, 
handling shipping and documen- 
tations. Send now for ““The EMC” 
by writing Mr. Marinus van Gessel, 
Director, Bureau of International 
Commerce, U.S. Department of 
Commerce, Washington, D.C. 20230. 


U.S. Department of Commerce 





MANUFACTURERS... 


MARKET SHARE REPORTS 


74 Country Reports 
$3 each 


1,109 Commodity Reports 
$3 for 1 to 5 reports 


ORDER YOUR FREE MARKET SHARE REPORTS 
CATALOG... TODAY! 


Name 
Addres 


City, State Zip. 


ttARTMENT OF Com 


ter, Mail to: NATIONAL TECHNICAL 
INFORMATION SERVICE 

a U.S. Dept. of Commerce 

“eananionns won Springfield, Virginia 22151 


% U.S. GOVERNMENT PRINTING OFFICE: 1974=542-909/95 3-1 








